Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


Message Text 

LIMITED OFFICIAL USE 

PAGE 0 1 GENEVA 05309 0 1 OF 02 29 1 93 1 Z 

ACTION EB-07 

INFO OCT-01 IO-13 ISO-OO FEA-01 AGRE-00 CEA-01 CIAE-00 
COME-OO DODE-OO FRB-03 H-01 INR-07 INT-05 L-03 
LAB-04 NSAE-00 NSC-05 PA-01 EPG-02 AID-05 SS-15 
STR-04 ITC-01 TRSE-00 USIA-06 PRS-01 SP-02 OMB-01 
AF-10 ARA-10 EA-07 EUR-12 NEA-10 OIC-02 /140W 

129553 291954Z/73 

R 291740Z IUN 77 
FM USMISSION GENEVA 
TO SECSTATE WASHDC 8724 


LIMITED OFFICIAL USE SECTION 1 OF 2 GENEVA 5309 

PASS STR AND AGRICULTURE 

EO 11652: NA 
TAGS: ETRD GATT 

SUB J : CG-18 AUSTRALIAN ITEM ON AGRICULTURE 

TRANSMITTED BELOW IS THE TEXT OF THE PAPER ON AGRICULTURE 
WHICH AUSTRALIA INTENDS TO SUBMIT TO CG-18 MEETING JULY 27: 

BEGIN TEXT. 

AUSTRALIAN MEMORANDUM ON "WORLD TRADE IN AGRICULTURAL PRODUCTS" 

1 . THE AUSTRALIAN DELEGATION OUTLINED SOMETHING OF ITS THINKING 
ON THIS SUBJECT IN STATEMENTS AT THE THIRD AND FOURTH MEETINGS 
OF THE CONSULTATIVE GROUP AND IN A MEMORANDUM (CG.18AV/16) CIRCU- 
LATED PRIOR TO THE FOURTH MEETING. IT WAS STATED AT THAT TIME THAT 
THE GROUP MIGHT APPROPRIATELY CONSIDER THE DIRECTION AND KIND OF 
CHANGES WHICH COULD SERVE THE LONGER-TERM INTERESTS OF LOW COST 
AND HIGH COST AGRICULTURAL PRODUCING COUNTRIES AND OF PRODUCERS 
AND CONSUMERS. 
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2. FROM THE HISTORY OF GATT NEGOTIATIONS IN REGARD TO AGRICULTURE 
SOME MIGHT BE INCLINED TO ACCEPT AS A FACT OF LIFE THAT THE GATT 

IN ITS PRESENT FORM WILL NEVER BE FULLY APPLICABLE TO AGRICULTURAL 
TRADE, IN THE SENSE THAT IT IS APPLIED TO TRADE IN MANUFACTURES. 

IN OUR VIEW, IT WOULD BE A RETROGRADE STEP FOR THE GATT, AS AN 
INSTITUTION, IF SUCH ATTITUDES BECAME ENTRENCHED IN ITS OPERATION AND 
ACCEPTED BY THE CONTRACTING PARTIES. THE CONSULTATIVE GROUP BY 
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EXAMINING INTERNATIONAL PRACTICE IN AGRICULTURAL TRADE AGAINST 
THE PRINCIPLES OF THE GATT, COULD HELP ENSURE A BETTER OUTCOME 
FOR AGRICULTURAL TRADE. INITIALLY THE CONSULTATIVE GROUP COULD 
GIVE ATTENTION TO IDENTIFYING THOSE ASPECTS OF THE TRADE WHERE 
THERE IS A POSSIBILITY OF ACHIEVING SOME COMMON RESOLVE TO MITIGATE 
THE ADVERSE EFFECTS OF SOME EXISTING MEASURES. 

3. GIVEN THE COMPLEXITY OF AGRICULTURAL SUPPORT SYSTEMS IT IS 
RECOGNIZED THAT THE ISSUES INVOLVED ARE MANIFOLD. IT WAS SUGG- 
ESTED, THEREFORE, AT THE LAST MEETING OF THE CONSULTATIVE GROUP 
THAT DISCUSSION AT THE FORTHCOMING MEETING MIGHT FOCUS ON A 
SPECIFIC AREA OF CONCERN AND THAT MY DELEGATION PROVIDE A PAPER 
TO STIMULATE DISCUSSION ON SUCH AN AREA. 

4. SUCH AN AREA OF CONCERN AMONG MANY ON WHICH THE CONSULTATIVE 
GROUP MIGHT FOCUS AS A START IS THE TYPE OF SITUATION WHERE 
DOMESTIC AGRICULTURAL SUPPORT MEASURES CAN RESULT IN AN OVERSPILL 
OF HIGH COST SURPLUS PRODUCTION INTO WORLD MARKETS AND WHERE ITS 
COMMERCIAL DISPOSAL AFFECTS ADVERSELY THE VOLUME AND TERMS OF 
EXPORT SALES BY LOW COST AGRICULTURAL PRODUCERS. THIS IS AN AREA 
OF SPECIAL CONCERN TO THE MAJORITY OF GATT MEMBER COUNTRIES WHOSE 
ECONOMIC DEVELOPMENT AND STANDARDS OF LIVING ARE DEPENDENT TO A 
SIGNIFICANT EXTENT ON THE VOLUME AND TERMS OF SALE OF THEIR EXPORTS 
OF AGRICULTURAL PRODUCTS. 

5. THE CONSULTATIVE GROUP MIGHT CONSIDER WHETHER IT IS, IN GENERAL, 
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APPROPRIATE FOR HIGH COST PRODUCING COUNTRIES TO STIMULATE PRODUC- 
TION FOR COMMERCIAL PURPOSES TO THE EXTENT THAT IT EXCEEDS DOMESTIC 
SELF-SUFFICIENCY REQUIREMENTS. IRRESPECTIVE, 

FOR THE PURPOSES OF THE DISCUSSION, OF THE PROS AND CONS OF AGRICUL- 
TURAL SELF-SUFFICIENCY AS A POLICY OBJECTIVE, IT CAN BE ARGUED 
THAT AGRICULTURAL SUPPORT MEASURES SHOULD NOT BE SUCH THAT THEY 
EXTEND DIRECTLY BEYOND NATIONAL BORDERS BY MEANS OF SUBSIDIZED 
COMMERCIAL DISPOSALS OF SURPLUSES WHERE THESE AFFECT ADVERSELY 
THE STAPLE LINE OF EXPORTS OF LOW COST AGRICULTURAL PRODUCERS. 

6. THERE ARE, OF COURSE, INSTANCES WHERE THE EXPORT OF HIGH COST 
AGRICULTURAL PRODUCTS HAS BEEN SUBSIDIZED FOR LONG PERIODS, WITH 
SUBSTANTIAL ASSOCIATED EXPORT INFRASTRUCTURES. IN SOME SUCH CASES 
IT MIGHT BE UNREALISTIC IN THE LIGHT OF MANY UNSUCCESSFUL ATTEMPTS 
TO NEGOTIATE ON SUCH QUESTIONS TO EXPECT THE INFRASTRUCTURES 
SUPPORTING SUCH EXPORT TRADE TO BE DISMANTLED. THAT NOTWITH- 
STANDING, IT MAY BE QUESTIONED WHETHER IT IS EQUITABLE FOR THE LEVEL 
OF SUBSIDIZATION OF SUCH TRADE TO BE MAINTAINED AND TO THE EXTENT 
THAT IT DOES NOT, OVER TIME, PERMIT DOMESTIC RE ADJUSTMENT OF PRO- 
DUCTION AND THERBY ALLOW LOW COST PRODUCERS AN INCREASED SHARE 
OF EXPORT MARKETS. IT MAY BE QUESTIONED ALSO WHETHER OR NOT IT IS 
EQUITABLE FOR THE LEVELS OF SUBSIDIZATION TO BE SUCH THAT HIGH 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


COST PRODUCTION INCREASES ITS SHARE OF MARKETS AT THE EXPENSE OF 
LOW COST PRODUCTION. 

7. THERE ARE OTHER CASES WHERE HIGH COST PRODUCTION OF A COMMODITY 
HAS NOT PREVIOUSLY BEEN COMMERCIALLY EXPORTED IN ANY SIGNIFICANT 
QUANTITY BUT WHERE THE RELEVANT SUPPORT PROGRAMME HAS RESULTED 
IN SELF-SUFFICIENCY BEING INCREASED TO THE POINT WHERE IT MAY BE 
CONSIDERED EXPEDIENT TO EXPORT, AT SUBSIDIZED RATES, IMPENDING 
OVERSPILLS OF PRODUCTION. GIVEN THE PURSUIT OF HIGH LEVELS OF AGRICUL- 
TURAL SELF-SUFFICIENCY BY MANY COUNTRIES, THE BASE OF THE "FREE" 
WORLD MARKET IN 

SOME PRODUCTS IS A RELATIVELY NARROW ONE - ONE WHICH IS APT TO BE 
UNBALANCED BY RELATIVELY SMALL CHANGES IN THE VOLUMES TRADED IN 
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IT. THUS A GIVEN NATIONAL AGRICULTURAL SUPPORT PROGRAMME MAY, 

IN FACT, RESULT IN A VOLUME OF PRODUCTION REASONABLY CLOSE TO 
THE TARGET VOLUME. IF, HOWEVER, THE VOLUME IS IN ABSOLUTE TERMS QUITE 
LARGE, DISPOSAL OF THE SURPLUS ON A NARROW WORLD MARKET CAN BE 
QUITE UNSETTLING. IT CAN ALSO POSE SERIOUS PROBLEMS FOR THE COM- 
PETING INDUSTRY IN A LOW COST COUNTRY IN CASES WHERE A RELATIVELY 
MODERATE (IN TERMS OF VOLUME OF INTERNAL PRODUCTION IN THE HIGH 
COST COUNTRY) DEGREE OF OVERSPILL MAY DISPLACE A LARGE PROPORTION 
OF ITS EXPORTS. 
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8. THE DIFFICULTIES POSED FOR LOW COST PRODUCERS BY WHAT INITIALLY 
MAY BE AN "UNINTENDED OVERSPILL" OF SUBSIDIZED HIGH COST PRODUC- 
TION INTO WORLD MARKETS ARE COMPOUNDED WHERE APPROPRIATE ACTION IS 
NOT TAKEN TO PREVENT A REPETITION OF OVERSPILL. THE COMMERCIAL 
PARTIES INVOLVED ADAPT READILY AND QUICKLY TO ANY EXPECTATION 

OF CONTINUING SURPLUSES AND A NEW EXPORT INFRASTRUCTURE IS RAPIDLY 
BROUGHT INTO BEING. THE SUBSEQUENT OPERATION OF THE "RATCHET 
EFFECT" CAN BE SUCH THAT HIGH COST AGRICULTURAL PRODUCERS, WHO 
FORMERLY HAD NO EXPECTATION OF, NOR DIRECT INTEREST IN, EXPORTATION 
OF THEIR PRODUCE, COME TO BELIEVE IT THEIR DUE TO RECEIVE SUPPORT 
PAYMENTS FOR A SIGNIFICANT LEVEL OF EXPORTS AS WELL AS BEING 
SUPPORTED IN RESPECT OF DOMESTIC SALES OF THEIR PRODUCE. 

9. IT WOULD ALSO BE A MATTER FOR CONSIDERATION AS TO WHETHER 
WORLD TRADE IN AGRICULTURAL PRODUCTS WOULD PROCEED ON A MORE 
EQUITABLE BASIS IF THERE WERE TO BE A REVIEW, OR CLOSER CONTINUING 
SCRUTINY, OF THE ADMINISTRATION OF NATIONAL AGRICULTURAL SUPPORT 
PROGRAMMES, ESPECIALLY IN RELATION TO EXPORT SUBSIDIZATION. THE 
SCALE AND COMPLEXITY OF SUCH PROGRAMMES CAN BE SUCH THAT IT MAY, 
FOR EXAMPLE, BE DIFFICULT TO PRECLUDE THE POSSIBILITY OF SUB- 
SIDIZATION PROCEEDING AT LEVELS IN EXCESS OF THOSE WHICH WOULD BE 
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CONSISTENT WITH NATIONAL POLICY OBJECTIVES AND INTERNATIONAL 
OBLIGATIONS. 

10. IN THE LIGHT OF THE ABOVE THE CONSULTATIVE GROUP MIGHT WISH 
TO CONSIDER, AMONG OTHERS, THE FOLLOWING ASPECTS: 

- WHETHER THE SUBSIDIZED EXPORT OF HIGH COST AGRICULTURAL 
PRODUCTION IN WAYS WHICH ADVERSELY AFFECT COMPETING LOW COST 
PRODUCERS IS NECESSARY TO ATTAIN NATIONAL AGRICULTURAL POLICY 
OBJECTIVES; 

- WHAT TYPES OF POLICY RESPONSE OR ADAPTATION OF EXISTING SUPPORT 
PROGRAMMES MIGHT BE APPROPRIATE IN ORDER TO AVOID WHAT MAY 
INITIALLY BE UNINTENDED OVERSPILLS INTO WORLD MARKETS; 

- WHETHER IT WOULD BE HELPFUL IF THERE WERE TO BE A READINESS 

TO CONSULT AND, WHERE NECESSARY, TO PROVIDE INFORMATION OF WHY 
SUBSIDIZATION OF HIGH COST PRODUCTION MAY BE PROCEEDING AT LEVELS 
WHICH MORE OFTEN THAN NOT RESULT IN PRICE UNDER-CUTTING OF LOW 
COST PRODUCERS; 

- WHETHER IT WOULD BE DESIRABLE TO ADJUST SYSTEMS OF EXPORT SUBSI- 
DIZATION OF HIGH COST AGRICULTURE SO AS TO ASSIST IN ATTAINING 
AND SUSTAINING AN ADEQUATE RTE OF REAL CAPITAL FORMATION IN 
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COMPETING LOW COST AGRICULTURE. 
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